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TIPS FOR BUSY READERS
MARILYNN G. WINBORNE, C.P.A.

Management Accounting in the Age of Sys
tems, John A. Beckett. NAA Bulletin, April,
1964.
Professor Beckett has provided an excellent
summary of the growth, development and use
of the systems approach and its impact on
accounting. This article serves as an intro
duction to the total systems approach to busi
ness communication—an important subject up
on which knowledge is too often assumed.
The function of managerial accounting is to
furnish meaningful data promptly to those in
authority. Expressed in “new terms,” account
ing has been striving to develop itself into an
information retrieval and dissemination sys
tem—the same function as that of information
systems.
Growth in size and complexity has necessi
tated the introduction of business systems. The
first developed systems (accounts receivables,
payrolls, etc.) were partial and rudimentary
sub-systems employed in those areas of great
est volume of repetitive activity. Even these
necessitated “integration of activities and rec
ognition of a cycle, from beginning to end,
which used common forms, procedures, meth
ods, equipment and appropriately trained
people.” Implementation of the sub-systems
soon runs afoul of established routines and,
more importantly, cuts across established or
ganizational lines.
The system sets out rules governing the
functions of people in various jurisdictions of
the organization. Each part of the system must
be fulfilled in the proper manner, in the cor
rect sequence. The result of this is to remove
some of the traditional prerogatives of de
cision-making from individuals and place more
responsibility upon top-management. This
characteristic of sub-systems is even more pro
nounced in a total system.
Military operations offer some examples of
the total systems approach. The man at the
top is unable to make all the detailed deci
sions necessary to carry out the operation in
the short length of time available. A system,
worked out in advance, can be activated by
the “go” or “no go” command from the top.
The operation of each phase and the part to
be played by each man and machine is known
in advance. The man at the top is responsible
for instituting and maintaining the system so
that the command decision will put his plans
into effect.
A total systems approach in business will
bring about greater centralization and relieve

sub-management of many decision-making
functions. Speed of information flow for action
and reaction is a necessary ingredient of sys
tems management. Managerial accounting is
an information system, but its continued suc
cess depends upon how well it adjusts to the
new functions of managers that are fast taking
shape under the pressures of systems develop
ment. Speed of data collection and dissemina
tion is usually too slow. On the other hand,
managerial accounting usually scores well on
the type of information handled. The emphasis
on cost behavior, cost and performance stand
ards and economic analysis has been the foun
dation for the construction of modern informa
tion systems.
Systems consideration of organization and
managerial responsibility involves changes in
the traditional managerial accounting ap
proach. “The idea of individual operating man
agers throughout an organization having iden
tifiable packages of responsibility for cost
experience and even for general performance
is, to the average systems analyst, ridiculous.”
The system planners exert the greatest influ
ence on cost and performance; responsibility
accounting is no longer apropos. Responsibility
for standard performance is shifting from man
ager to planner at a time when managerial
accountants are trying to prove that there
are many factors of operation over which
middle and lower management exercise cost
control.
Managerial accounting is challenged to pro
vide information with the speed, precision and
effectiveness of other modern means. It has
faced other challenges, survived and flourished;
now it must do so again.

Towards A General Theory of Accounting, R.
J. Chambers (Melbourne, The Australian
Society of Accountants, 1962).
Professor Chambers has contributed heavily
to the systematic body of knowledge of ac
counting in the past. The purpose of this par
ticular publication “is to explore the economic
and social foundations of accounting in pursuit
of a body of general ideas on which the prac
tice of accounting is or may be based.” A
large order; but one that is necessary if ac
counting is to continue to hold its place in
the esteem of society.
The general theory is approached from the
mixture of psychological, economic, legal, con
ventional and formal considerations which form
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the environment in which accounting func
tions. Sixteen external factors are enumerated
and analyzed in the forty-eight pages of the
booklet. These observations, external to ac
counting, lead to forty characteristics of the
world of action which become the foundations
for the derived statements relating to account
ing. These characteristics are the way in which
Professor Chambers visualizes the environment
of accounting; they are realistic and can be
verified by observation and introspection. The
listed characteristics are non-controversial and
acceptable to the vast majority of accountants.
From the characteristics, twenty-one prin
ciples are derived. It is in these principles that
the conflicts with generally accepted account
ing practices come to light. The principles are
consistent, founded on reality and defined.
They may not be the final answer but their
existence does point to a way in which ac
counting can be approached. Agreement with
the results is not a necessity (or even par
ticularly desirable); recognition of the need
for this type of study is.

Education for Accountancy, William J. Vatter,
Journal of Accountancy, January, 1964.
This article is a reprint of Professor Vatter’s
speech at the last annual meeting of the
American Institute, at which time he urged
that the members of the accounting profession
and educators work together to insure the
future of the art of accounting. Professor Vat
ter’s views are important as such, but more
so because they will encourage discussion
within both groups.
A professional career calls for an educational
background which will enable the student to
relate ideas and to understand issues and prob
lems so that he will be capable of seeing if
a procedure which covers one situation can
be applied to a different one. “He must have
vision to perceive issues, logic to establish
patterns of relevance, and judgment to fit
scattered bits of knowledge into meaningful
applications.” The type of educational pro
gram necessary to accomplish this is broad
and should be found in liberal arts courses.
Development of technical competence, Pro
fessor Vatter stresses, should be in the prov
ince of the profession.
Professor Vatter would assign 60% of the
four year, 120 hour program to general liberal
arts and over-all education subjects. The as
signed 72 semester hours would be divided
equally among three groups: (1) scientific,
logical and mathematical subjects; (2) social
and behavioral sciences; and (3) communica
tion subjects. The remaining 48 hours would
be allocated: 12 hours of accounting, 24 hours

of general business methods and institutions,
and 12 hours of non-accounting business elec
tives.
This program assumes employers are will
ing, after graduation, to continue the educa
tional process. If they are, the universities
can, in a four year course, graduate students
educated for the years ahead. If employers
are not to do this, Professor Vatter’s proposal
is the requirement of a fifth year of formal
accounting education. The profession will de
cide this issue.
The Finance and Analysis of Capital Projects
by A. J. Merrett and Allen Sykes—John
Wiley & Sons, Inc., New York.
This impressive book, by two Englishmen
who combine academic standing with practical
experience of large-scale enterprise, is a most
valuable contribution to the small body of
literature on capital projects appraisal, a sub
ject so far mainly investigated by American
economists.
As industrial production becomes increas
ingly concentrated in a comparatively small
number of giant organisations which deter
mine, by their investments, the use of the major
part of a country’s capital resources, it is im
perative that we should learn and apply the
techniques necessary to arrive at the right
investment decisions.
The authors show the inadequacy of con
ventional methods of investment appraisal and
effectively demonstrate that many so-called
unquantifiable factors can, in fact, be reduced
to numerical approximations, sufficiently ac
curate to permit comparisons between alter
natives and the most profitable choice, taking
into account any managerial policy restrictions.
Starting from a detailed examination of dis
counting and compounding, the basic tech
niques used to evaluate alternative plans, the
book goes on to deal with basic company fi
nance, the cost to firms of capital flowing
from different sources, the analysis of leaseor-buy decisions, the allowances to be made
for risk, inflation and taxation in the assess
ment of capital projects, the general principles
of valuation of assets with particular reference
to the timing of their replacement and the
valuation of companies for take overs.
The book should be compulsory reading for
all accountants concerned with investment de
cisions. In every case, the criterion should be:
“Given the conditions, are we making the
right choices? Are we, in fact maximising our
returns?”
P. Graham
London, England
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Pert—Accounting for Dynamic Management,
The Texas Certified Public Accountant,
Thomas H. Williams. November, 1963.
PERT was developed by the U.S. Navy
Special Projects Office for use on the Polaris
missile program. The technique has enjoyed
widespread and enthusiastic acceptance as a
tool of management. This and other quanti
tative techniques are challenging the adapta
bility and creativity of accounting.
PERT is a system whereby the minimum
time required to complete a series of depend
ent tasks can be planned. The first step is to
prepare a detailed, sequentially arranged chart
of all the time-consuming events and activities.
The chart will contain many paths, or chains
of sequential events and activities, which indi
cate concurrent accomplishment of work. The
chart, or network, should be reviewed care
fully to determine that the event sequence is
realistic.
The critical path is that which requires the
longest elapsed time through the network.
Using the management by exception principle,
it is the focal point of managerial attention
and control. All other paths will require less
time than the critical path and are called
slack or surplus paths. Slippage along the
critical path affects project completion time
but delays along slack paths will not have
adverse affects. If the program is to be ac
celerated, it is manifest along which path
extra effort must be exerted to gain time, and
conversely, where additional resources would
result only in increased costs without con
current reductions in overall project time. This
information permits management to determine
readily the impact of progress reports on
future performance.
Further information is possible with the
use of probability theory. The probability of
completion of the project within other time
intervals permits an estimation of meeting
a given schedule. Another use is in the
determination, and subsequent control, of
slack in the process. It is important that man
agement be alert to the possibility of a nega
tive slack, or slippage, condition.
Computers are available to perform the
necessary computations. The accountant needs
only to have a knowledge of the basic mathe
matical concepts involved to quantify the un
certainty and risk inherent in business opera
tions. To retain membership in the manage
ment team, accountants must remain alert to
innovations such as PERT.
The successes of quantitative techniques
may accelerate the trend toward integrated,
14

computerized, information systems. Since most
of these require different types of basic in
formation, a facility which accommodates
manual computation only often stultifies the
analytical process. Thus there is a growing
need for accounting models which lend them
selves to rapid and diversified information
retrieval processes. “To the extent that PERT
motivates further research on, and subsequent
development of, new, sufficiently flexible ac
counting systems, it may contribute far more
to accountancy and management than will be
derived from use of this particular quantitative
technique alone.”
*

*

*

*

“You must act in your friend’s interest
whether it pleases him or not: the object of
love is to serve, not to win.”
Woodrow Wilson
On the Economic Theory
(Concluded)

because income in excess of expenditure (capi
tal) is apparent to all.
Income should be measured in such a way
as to give a true indication of the utilisation
of resources, to provide a basis of ensuring
that they are being fully used.
The business world is moving towards the
more dynamic approach of maximising the
return on its resources, approach which has
necessitated the revaluation of assets at cur
rent values and the realisation that future and
not past performance (bygones are bygones)
is the true criterion of successful management.
The dynamic use of the income concept
which has, at its core, future projections
rather than past historical records, is not suf
ficiently emphasised in its current meaning,
as being the maximum that a person can con
sume during a period and still expect to be
as well off at the end of it as he was at the
beginning. This definition—rather backward
than forward looking in the sense that it does
not explicitly include the idea of future ex
pectations—appears to me to be in need of
revision.
Source Material

J. R. Hicks, “Value and Capital,” Ch. XIV (on
Income);
Erik Lindahl, “The Concept of Income” (in
Essays in Honour of Gustav Cassel);
S. S. Alexander (revised by Solomons), “In
come Measurement in a Dynamic Economy”
in Studies in Accounting Theory;
E. Schneider, “The Long Term Economic Plan
of the Firm” in Pricing and Equilibrium,
1962 Edition, pp. 198-222.

